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SUBJECT: Househol d And Dependent Care Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL AS INTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

For the 2000 and 2001 tax years, this bill would allow taxpayers with an adj usted
gross income (AG) of $100,000 or |ess an enploynent-related child and dependent
care credit equal to a specified percentage of the federal credit.

SUWWARY OF AMENDMENT

The proposed anendnments replace the long-termcare or long-termcare insurance
credit with the enploynment-related child and dependent care credit.

EFFECTI VE DATE

This bill would apply to taxabl e years begi nning on or after January 1, 2000, and
before January 1, 2002.

LEG SLATI VE HI STORY

AB 1728 (Floyd - 1998)- woul d have all owed taxpayers with an AG of $100, 000 or
| ess an enploynment-related child and dependent care credit equal to a specified
percentage of the federal credit. D ed in the Assenbly Appropriations Commttee.

PROGRAM HI STORY

California had a simlar enploynment-rel ated dependent and child care credit that
sunset for taxable years beginning after January 1, 1993. However, the previous
credit did not conpletely phase out the credit based on the taxpayer's AQ.

I nst ead, taxpayers with an AG in excess of $100, 000 received a reduced credit
equal to 15% of the federal credit.
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SPECI FI C FI NDI NGS

Current federal law allows a credit for expenses that taxpayers incur for
qualified child or dependent care expenses necessary for gainful enploynment or
pursuit of gainful enploynent. The credit is equal to 30% of enpl oynent-rel ated
expenses for taxpayers with an AG of $10,000 or less and is reduced, but not
bel ow 20% for taxpayers with an AJ over $28,000. The nmaxi num annual amount of
enpl oynent -rel at ed expenses to which the credit may be applied is $2,400 (for one
child or dependent) or $4,800 (for two or nore children or dependents).

Current state |aw provides no conparable credit; however, credits are avail able
for enployers paying certain child care rel ated expenses.

Under this proposed amendnent, the enploynent-related child or dependent care
credit anmobunt woul d be based on the all owable federal credit as foll ows:

Al | owabl e % of

California AG Federal Credit
$ 40,000 or |ess 30%
$ 40,001 to $ 70, 000 25%
$ 70,001 to $100, 000 20%
$100, 001 and above 0%

This state credit anpunt woul d be based on the all owabl e federal credit anpunt
regardl ess of federal tax liability or federal AMI limtation.

Since this proposed anendnent does not specify otherw se, the general rules in
state |l aw regarding the division of credits anong taxpayers, such as husband and
wife, would apply. Also, this credit would not be allowed to reduce regul ar tax
bel ow California TMI for purposes of calculating California AMI. Carryover of
this credit would not be all owed.

| npl erent ati on Consi derati ons

This credit would require the addition of a worksheet to the tax forns
bookl ets, which would not significantly inpact this departnent.

Techni cal Consi derati ons

To clarify the author's intent that the credit percentage of the federal
credit ampunt should be based on California AG, Anendment 1 is provided.

Under current federal |aw, applicable for years 1998 through 2001, IRC
Section 26 does not act to limt the availability of the federal child care
credit. Thus, paragraph (2) of subdivision (a) of Section 17052.6 1is
unnecessary.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inpact the departnent’s costs.
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Tax Revenue Esti mate

Revenue | osses under the Personal |Incone Tax Law are estimted to be:

Ef fecti ve Begi nning January 1, 2000
Assunmed Enactment After June 30, 2000
(M11ions)

2000/ 2001 2001/ 2002
- $47 - $48

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis neasure.

Tax Revenue Di scussi on

Revenue | osses under the Personal Income Tax Law woul d depend on the nunber
of taxpayers with AGs bel ow $100, 000 who woul d qualify and claimthe
federal household and dependent care credit.

The above estinmates were based on the departnment’s personal inconme tax node
projections. Special progranm ng was done to reflect the federal |aw and phase-
out effects.
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